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RETROACTIVE CONTRACTS

On May 22,2007, the Board of Supervisors approved a motion (Attachment I), prompted by
recent requests by departments for Board approval on retroactive payments. The Board
instructed the Chief Executive Officer (CEO), Auditor-Controller (A-C) and Director of
Internal Services (ISO) to take the following actions:

1. Conduct a risk assessment within 60 days that identifies departments vulnerable to
retroactive payments, review those departments' purchasing structures, and then
make recommendations to improve the process;

2. Work with departments to implement the recommendations, and report back to the

Board on the progress in 120 days;

3. Instruct every department and commission to submit a list of outstanding contract or
purchase order payments that will require retroactive Board approval;

4. Review all retroactive contract and purchase order payments before they are
submitted for Board approval, identify the circumstances leading to the violation of
established procedures, and recommend best practices and corrective actions; and

5. Before the close of each fiscal year and prior to the adoption of the final County

budget, provide a report to the Board identifying all retroactive and pending retroactive
payments approved by the Board for each department.

Although progress has been made in lessening the incidence of retroactive payment
requests, policies and procedures for avoiding this practice continue to be bypassed by
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some departments. This exposes the County to liabilties over which your Board has no
input or control. The following is the stàtus on the above actions:

1. Assessing Retroactive Risk by Department

My staff selected two fiscal years to pinpoint the departments most vulnerable to
retroactive payments. A database search of the Board of Supervisors' Statement of
Proceedings and Board Correspondence via the internet identified the number of
retroactive issues that appeared on the Board's agenda by fiscal year:

Health Public Mental
DEPARTMENT Services Health Health Sheriff Total

FY 2005-06 15 2 4 3 24
FY 2006-07 11 0 1 0 12

The Department of Health Services (DHS) was identified as the department most
vulnerable to retroactive payments. Because of the size of the department, the
number of contracts and the decentralized structure, DHS was selected as the
department to begin a focused review of the authorization process related to their
agreements for goods and services.

2. Progress Report in 120 Days

A progress report will be prepared and submitted to your Board in September 2007,
documenting vulnerable departments' success in implementing the Review Committee
actions (see No.4 below for more information about the Review Committee). The
Review Committee will continue to meet and identify ways to assist departments with
the implementation of their recommendations and corrective actions necessary to
avoid future retroactive requests for payment.

3. Survey of Potential Retroactive Contracts and Purchase Order Payments

On July 2, 2007, each department head was asked to provide, to the extent each was
aware, a list of potential retroactive contracts or purchase orders that may occur within
the next six months.

Forty departments were surveyed. Thirty-four departments responded that they did
not anticipate any retroactive requests for payments. Six departments (DHS: 10,
Coroner: 3, Mental Health: 2, Office of Public Safety: 1, Public Health: 1 and Sheriff:
1) anticipated that a total of 18 requests for retroactive payment could occur from
July 2007 to December 2007 (Attachment II).
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4. Review Retroactive Payment Requests Prior to Board Approval

A committee has been established, chaired by staff from the CEO, with A-C and ISO's
staff as members. This committee will review all retroactive cases before they go to
your Board, and require each department to prepare a corrective action plan to be
presented to your Board along with their retroactive request for approvaL. The first
meeting is scheduled for August 15, 2007, and among the discussion items will be
critical retroactive items that DHS has pending Board approval.

The Review Committee will also explore and develop a countywide strategy to avoid
circumstances where departments, with large numbers of contracts with community
service providers, were granted your approval and your delegated authority to enter
into contract amendments with these providers; however, execution of these contract
amendments was delayed while services were being provided.

Fiscal Year End Report

Prior to the close of each fiscal year and the adoption of the final County budget in
September, the CEO wil provide a list to your Board identifying all retroactive and pending
retroactive payments that your Board approved during the fiscal year.

If you have any questions, you may call me, or Amy Bennett at (213) 974-1126.

WTF:DL:SK
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Attachments

c: Executive Office, Board of Supervisors

Auditor -Control I er
County Counsel
Director, ISO
All Department Heads
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ATTACHMENT I
..,

MINUTES OF THE BOARD OF SUPERVISORS
COUNTY OF::. LOS ANGELES, STATE OF CALIFORNIA

Sachi A. Hamai, Executive Offcer-
Clerk of the Board of Supervisors
383 Kenneth Hahn Hall of Administration
Los Angelas, California 90012

At its meeting held May 22,2007, the Board took the following action:

25
The following item was called up for consideration:

The Director of Mental H/?alth's recommendation to approve and instruct
the Chairman to sign a sole-source agreement on a month-to-month
basis with Mann & Associates, to provide the Department with essential
professional and technical knowledge in marketing and media
advertising in specialized, professional publications and newsletters for
the recruitment of psychiatrists, effective upon Boàrd approval through
June 30, 2008, pending completion of a Request for Proposal process,
at a total pro-rated cost of $40,000 for Fiscal Year 2006-07 and
$150,000 for Fiscal Year 2007-08, fully funded by Sales Tax
Realignment revenue; and authorize the Dire~tor to "make retroactive
payments in the amount of $19,021 for professional services provided
by Mann & Associates for personnel recruitment and related services.

Supervisor Molina made the following statement:

"On July 2, 2002, I authored a Board motion to eliminate retroactive
payments for Board contracts. The Auditor-Controller informed me that
the directives in that Board order were implem~nted, including a.Board
contract tracking system, "and revised contact and purchase order
language informing vendors they wil not be paid for services rendered
after contract expiration or termination.

"Although there has been progress in lessening the incidence of
retroactive payments, today's agenda contains"a request by the
Department of Mental Health to approve a retroactive payment for
services. I have been concerned about the number of recent requests for
Board approval of retroactive payments despite clear policies and
procedures for avoiding this practice. Whether mistakenly or intentionally,
accountability procedures are being bypassed exposing this County to
potentially large liabilities over which this Board has no input and no
control other than to give its approval after-the-fact.

(Continued on Page 2)
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25 (Continued)

"Whìle we may never completely'eliminate retro~ctive payments, we
can do better through increased training, improved management and
supervision, and use of discipline for employees who willfully or
negligently disregard established County policy."

Therefore, Supervisor Molina made a motion that the Board take the followingactions: . .
1. Instruct the Chief Administrative Offcer, Auditor-Cory troller and Director.

of Internal Services to conduct a nsk.assessment within 60 days that wil
identify those Departments vulnerable to. retroactive payments, review
those Departments' purchasing structures, and make recommendations
to improve their payment performance;

2. Instruct the Chief Administrative Offcer to with work with these

Departments to implement appropriate recommendations and report
back to the Board within 120 days on their progress;

3. Instruct every County Department and Commission to submit to the
Chief Administrative Offcer within 60 days, a list of any outstanding
contract or purchase order payments that wil require retroactive
approval by this Board;

4. Direct the Chief Administrative Offcer, in collaboration with the

Auditor-Controller and Director of Internal Services to review all requests
for retroactive contract and purchase order payments before they are.
submitted for Board approval, notify Department Heads and the Board of
the circumstances leading to the violation of established procedures, and .
recommend corrective actions along with best practices; and

5. Instruct the Chief Administrative Offcer, before the close of each fiscal

year and prior to the adoption of the final County budget, to provide a
repo.rt to the Board of all retroactive payments approved by the Board for
each Department and all pending retroaçtive payments for each County
Department.

(Continued on Page 3)
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25 (Continued)

After discussion, the Chairman ordered a division of the question.

On motion of Supervisor Molina, seconded by Supervisor Knabe, Supervisor
Molina's aforementioned motion was unanimously carried.

The Director of Mental Health~s attached recommendations ~ere duly carried by the
following vote: Ayes: Supervisors Burke, Knabe,.Antonovich and Yaroslavsky; Noes:Supervisor Molina.. .
07052207_25

Attachment

Copies distributed:
Each Supervisor
All DepartmenUDistrict Heads

and appropriate Commissions
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ATTACHMENT II

CHIEF EXECUTIVE OFFICE
RETROACTIVE CONTRACTS
RECAP OF SURVEY

DEPARTMENT
1 Affirmative Action Compliance 0
2 Aqricultural CommissionerlWeights & Measures 0
3 Alternate Public Defender 0
4 Animal Care & Control 0
5 Assessor 0
6 Auditor Controller 0
7 Beaches and Harbors 0
8 Board of Supervisors - Executive Offce 0
9 Chief Executive Offce 0

10 Chief Information Offce 0
11 Child Support Services 0
12 Children & Family Services 0
13 Children's Planninçi Council 0
14 Community & Senior Services 0
15 Consumer Affairs 0
16 Coroner 3
17 County Counsel 0
18 District Attorney 0
19 Fire 0
20 Health Services 10
21 Human Relations Commission 0
22 Human Resources 0
23 Internal Services Department 0
24 Mental Health 2
25 Miltary & Veterans Affairs 0
26 Museum of Art 0
27 Museum of Natural History 0
28 Offce of Public Safety 1

29 Ombudsman 0
30 Parks & Recreation 0
31 Probation Department 0
32 Public Defender 0
33 Public Health 1

34 Public Library . 0
35 Public Social Services 0
36 Public Works 0
37 Reqional Planning 0
38- Reqistrar -Recorder 0
39 Sheriff 1

40 Treasurer & Tax Collector 0

TOTAL RETROACTIVE REQUESTS ANTICIPATED 18
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RETROACTIVE CONTRACTS

On May 22, 2007, your Board approved a motion by Supervisor Molina instructing this
Office, the Auditor-Controller, and the Director of Internal Services to take various
actions to reduce the occurrence of retroactive contracts and retroactive payments.

Your Board's instructions included conducting risk assessments, identifying
departments vulnerable to retroactive payments, reviewing those departments'

purchasing structures, and developing recommendations to improve departmental
processes in this area.

In an August 13, 2007 memorandum to your Board, we provided a risk assessment of
those departments most vulnerable to retroactive contracts. We also reported on the
establishment of a committee, chaired by this Office and including representatives from
the Auditor-Controller and Internal Services Department, which is reviewing proposed
retroactive contracts/payments prior to submission to your Board. The Retroactive
Contracts Review Committee (RCRC) reviews the circumstances leading to the
retroactive contract/payment, actions taken in response and corrective action plans to
mitigate future recurrences. Finally, in a September 21, 2007 memorandum to your
Board, we reported on all retroactive payments approved by your Board for each
department, and pending retroactive payments for each department.

This memorandum addresses that portion of the Board Order regarding efforts to work
with those departments most vulnerable to retroactive contracts/payments to prevent
future recurrences.

"To Enrich Lives Through Effective And Caring Service"
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Backqround

Consistent with the prior correspondence we have submitted to your Board on this
matter, we surveyed 40 departments, and 35 departments responded that they did not
anticipate any retroactive requests for payments within the next six months. In our
September 21, 2007 report to your Board, we identified 12 pending retroactive
contracts. At the RCRC meeting of September 19, 2007, two agreements for the
Department of Health Services (DHS) were heard and approved for submittal to your
Board.

Of the 10 tentatively identified retroactive contracts, eight were removed as follows: the
Coroner anticipates that the appropriate extensions or new contracts wil be in place
prior to the December expiration for three agreements; the Department of Mental Health
was able to resolve three payment matters before they became retroactive; Public
Health resolved and avoided the retroactive situation; and the Sheriff's Department also
resolved their one payment issue before it became retroactive. The two pending
retroactive contracts for the period of June 2007 to December 2007 are within DHS.

Corrective Action

In response to your Board's directive, we are working with DHS via the RCRC. As
referenced above, the RCRC was established to review all retroactive
contracts/payments before they are presented to your Board. We have convened a
meeting of the RCRC for November 8, 2007 to hear the two contracts referenced
above.

In addition, as part of the ongoing effort to avoid retroactive contracts, we wil be
documenting corrective action plans, and advising departments to incorporate

enhanced policies, procedures, and best practices, as applicable, to maintain
compliance with contract and purchasing policies.

It is important to point out that improved policies and procedures will not in themselves
prevent retroactive contracts, as there wil always be the risk that an employee will
violate them. That is why the corrective action plan which a department must submit to
the RCRC accompanying a proposed retroactive contract must indicate the appropriate
disciplinary action taken against such employees where applicable.
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Among the best practices identified to date in working with the departments noted
above, and which should be implemented by all departments as appropriate, are the
following:

. Educating managers and staff by providing training on procurement and
contracting to increase knowledge and awareness that contracts, payments,
and revenue (including rebates) require your Board's authorization;

· Implementing procedures to tighten internal contracting and fiscal controls to
ensure the appropriate checks and balances are in place;

. Monitoring to ensure compliance with County and departmental policies and

procedures and, thereby, prevent recurrences of contract retroactivity and
acceptance of revenue payments without your Board's authorization;

· Requiring departmental managers to monitor, on a prospective basis, the
anticipated expenditures to ensure that the contract funding limits are not

exceeded and require management and staff to ensure that requested services
are within the Purchase Order (PO) or the contract scope of work;

. Requiring management and staff to confirm the approval status of a PO and/or
whether a contract is current, prior to initiation of services;

. Ensuring accountabilty and strengthening enforcement of staff's compliance

with requirements related to obtaining service contracts by initiating appropriate
disciplinary action against personnel who do not comply with such
requirements;

. Ensuring that appropriate elevation policies are in place to ensure that critical
contract and purchasing issues which require immediate resolution are brought
to the attention of executive management for further action;

· Implementing multi-level tracking of services expenditure between Procurement,
Accounting and Shared Services (Auditor-Controller) and Contracts Section;

. Establishing bi-weekly service contracts status meetings with Procurement,

Accounting and Contracts Manager and end users;
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. Utilzing the Countywide Contracts Monitoring System (CCMS), maintained by

the Auditor-Controller, and implementing a procedure to ensure departmental
information is accurate, complete and up-to-date to better track contract
information; and

· Identifying the extent of vendor/contractor responsibilty in formulating

recommended payment amounts for retroactive goods or services provided.

As noted above, as part of our ongoing efforts to reduce retroactive contracts/payments,
the RCRC will continue to work with affected departments to assess the reasons that
led to non-compliance and develop recommendations to improve their processes.

We have also issued to all departments procedures that govern the review process, as
well as a template and checklist for each item presented to the RCRC. The template
and checklist guide departments in providing thorough information regarding the
circumstances that led to the retroactive matter and the corrective action plan to better
ensure future incidents are avoided. As part of this process, we will share best
practices and proven methodologies with all departments to ensure countywide

compliance with contract policy.

Should you have any questions, please let me know or your staff may contact Vincent
Amerson at (213) 974-1168 or vamerson~ceo.lacountY.qov.

WTF:LN:MKZ
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c: All Department Heads
Retroactive Contract Review Committee
Administrative Deputies Network (Via Electronic Mail)
Contract Manager's Network (Via Electronic Mail)

2007-11 Retroactive Contract Memo to 80S 11-05.07












